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To the People of the State of New York:

It is well known that there are desperate school building needs in districts
all across the State, including dilapidated buildings, outdated facilities and
overcrowded classrooms. This crisis was brought on by an aging building
stock and decades of "deferred maintenance" the technical euphemism
for basically failing to maintain our buildings. On top of this, we are in the
midst of an enrollment boom that is creating a need for additional classroom
space in school districts across the State.

Three initiatives in the 1997-98 state budget are intended to address this problem: enrichments in
the building aid formula, new funding for maintenance and minor rehabilitation, and the $2.4 billion
School Facilities Bond Act. This report describes school facilities issues and suggests ways we can
build, maintain buildings, and plan more effectively.

Although most New Yorkers are aware of the current conditions, the forces that brought us to this
point are less well known. For example, funding for school building needs, especially maintenance,
tends to have a low priority in school budget development. Additionally, there is a built-in fiscal
incentive for school districts to avoid prudent maintenance expenditures, and instead to let physical
structures deteriorate until replacement is the only real option. State aid reimbursement is provided
explicitly for capital expenditures at a generous rate, whereas it is not for routine maintenance. My
audit reports have identified a number of other problems, including a lack of adequate data on school
building and maintenance needs, and a regulatory system that fails to effectively ensure proper
maintenance procedures. There is also a need for reform of some of the cumbersome regulations
currently inhibiting efficient building and environmental remediation practices.

Providing additional funding is one part of a solution, but we must also correct the underlying
problems that brought us to this point. To do this, I believe we need to change the system under
which the building and maintenance of schools takes place by strengthening enforcement of existing
requirements, ensuring that adequate information is available on facilities needs, and making other
changes. If we allow a continuing pattern of maintenance deferral to exist, eventually we will end
up right back where we are today.

We have allowed our school facilities to degenerate to a crisis situation. The message sent to children
forced to attend school in shabby, overcrowded buildings is that we neither care very much about,
nor expect very much from them. In this environment, I believe that an emergency response is
necessary. I hope the information presented in this report is helpful to voters in reaching their own
conclusions on the School Facilities Bond Act, and in describing the other vital issues surrounding
school facilities.
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Executive Summary & Recommendations

This report summarizes some of the recent reports on school building needs and describes
the initiatives in this year's budget designed to address them. It also describes the environment in
which school building and maintenance decisions are made, with particular attention to factors
discouraging or impeding successful strategies for school construction and maintenance. Drawing
upon this analysis and the results of audits, the report includes recommendations for improving the
system.

Conditions and Trends

A recent federal study found that in New York State 90 percent of schools report a need to
upgrade or repair buildings to bring them to a good overall condition. The State Education
Department estimates that meeting current capital program needs, just to bring facilities to adequate
conditions, would require $15 billion statewide over a five-year period, including $7.5 billion for
schools outside of New York City and an equivalent need for the same period in the City.

Like most other states, New York does not have as good data on the physical conditions and
needs of its schools as it ideally should. However, the data that do exist give more than ample cause
for alarm, and other sources place the total needs at much higher levels than the State Education
Department's estimate. There is widespread agreement that the needs exceed the current financial
capabilities of school districts, and a series of reports have documented poor conditions in school
buildings across the State (an appendix provides a bibliography).

The current enrollment boom is also placing pressure on school facilities, as will the early
childhood education initiatives in this year's budget. Enrollment has increased every year since 1990,
and it is projected to continue to do so well into the next century. The substantial majority of school
districts in every region of the State are now coping with significant enrollment pressures.

Underlying Problems in the System

Decisions about how to maintain and repair school buildings are made at the local level, but
they are made within a regulatory and financial environment governed by state law, regulation and
procedures. School districts are confronted by continuing fiscal pressures and competing demands,
and the school budget process is driven by interests that often do not recognize the importance of
physical plant and maintenance issues.

School districts also have financing options and state aid incentives that can make capital
repairs much more attractive than spending money for maintenance. Reimbursement is received for
funds spent on capital projects through building aid (at an average rate of 67 percent), whereas it is
not for maintenance spending. Although maintenance is cost-effective in the long run, the state aid
differential makes it less so, when viewed solely from the school district's perspective.

Additionally, superintendents stay within a school district for only four to five years on
average, and the length of tenure for school board members is similar. Deferring maintenance may
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actually be an effective strategy for limiting tax increases during such a period. This short-term
effectiveness, however, is more than undone by (and is in sharp contrast to) the true impact of
deferred maintenance which is to greatly increase costs over the long term.

This Year's Budget Initiatives

The 1997-98 state budget included three initiatives to provide additional funding for school
facilities in 1998-99 and beyond:

Building Aid Enrichment for new projects, changes in the building aid formula will
recognize varying regional costs and will also increase the effective reimbursement rate for virtually
all school districts by 10 percent. The combined effect of these changes will increase aid by $28
million in 1998-99 and $170 million after four years, because the cost grows as new building
projects begin each year. Regionally adjusted cost allowances had been recommended by the
Comptroller and the State Board of Regents.

Minor Maintenance Aid a popular aid program of several years ago was reinstated. This
program will provide $50 million in aid each year to school districts statewide, beginning in the
1998-99 school year, and increasing to $80 million in 2001-02, although the legislation is silent as
to whether the program will continue beyond then. The aid amounts going to New York City are
explicitly described in the legislation, and funds will be apportioned to other school districts through
a formula based on the relative age of facilities and the long-term enrollment growth trends.

The legislation includes a maintenance of effort provision designed to prevent school districts
from using any of the new funding to supplant local funds for repair programs (a criticism of the
earlier program). Although it will spur additional maintenance, the new aid program will not remove
the existing fiscal incentive for capital repairs over routine maintenance, because unlike building aid,
minor maintenance aid is not a reimbursement-based formula that generates additional aid for each
additional dollar spent.

The School Facilities Bond Act if approved by the voters in November, will provide $2.4
billion to finance public school facility improvements to address health and safety needs, expand
physical capacity, enhance accessibility for the disabled, remedy emergency situations, provide
environmental remediation, and support educational technology.

Unfortunately, the bond act was not accompanied by implementing legislation to describe
how the funds would be allocated among the permitted uses, or among school districts.

The bond act is General Obligation (or G.O.) debt, subject to approval by the voters. G.O.
debt is the best way to incur debt, because it does not bypass the State Constitution, as does backdoor
borrowing issued by public authorities, and it also generally carries a lower interest cost.
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Recommendations for Reform

The basic conclusion of this report is that in addition to taking action to meet the critical
needs which have accumulated substantial changes must be made in the underlying system in
which school building and maintenance decisions are made, because the system itself tends to
encourage deferred maintenance and, eventually, greater capital expenditures.

Following is a summary of the report's key recommendations for change. Many of these
suggestions are general in nature, either because they require additional study or development, or
expertise beyond that available within the Office of the State Comptroller.

The current organizational and fiscal incentives leading to maintenance deferral should be
countered by a combination of better enforcement of existing regulatory requirements, and
improved statewide and local capital planning and reporting.

Aid formulas are not a good means of making local budgetary allocations. The provision of
additional aid for maintenance may be a helpful temporary measure, but the longer term
solution to improper and deferred maintenance issues must go beyond providing more aid.

The existing required annual inspections in school buildings even when effectively carried
out focus on major structural problems or fire and safety issues. They do not effectively
ensure that school buildings are properly maintained. More study on this issue is needed.

Capital planning in school districts and statewide can be improved through effective
implementation of the Capital Assets Preservation Plan (CAPP) program, and the application
of proven-effective methods such as value engineering and life-cycle cost analysis.

Mandate relief actions to decrease the cost of school construction and rehabilitation should
be considered, including state rules governing asbestos remediation and the Wicks law.

Better reporting of facility conditions, and the utilization of performance measures could
provide enhanced accountability and improve conditions and efficiency of maintenance and
construction expenditures. The State Education Department's planned addition of
information on school facilities to school report cards is a step in the right direction.
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The School Facilities Problem

It would seem a simple matter of common sense that schools should be well maintained and
that facilities should be replaced and expanded when necessary. Although no one would argue with
this basic proposition, in the real world limited funding and competing needs combine in a manner
that often means this goal is not achieved.

Those responsible for setting priorities in school districts are confronted by continuing fiscal
pressures on annual operating budgets and there are of course numerous competing demands on
resources that are more directly linked to instruction than facilities. Proponents of sound maintenance
practices and adequate facilities funding often find themselves without strong allies in the school
budget process, which is understandably driven by academic interests and by persons more familiar
with classroom issues than physical plant requirements.

What is sometimes lost in these larger budget discussions, however, is that the condition of
a school has a direct impact on student achievement. The commonplace belief that students learn
better in an environment that is pleasant, safe and free of health hazards is supported by a growing
body of scholarly literature.' For example, students do better on standardized achievement tests
when they attend schools that are in sound condition, and less well on the same tests in schools with
substandard conditions.

But students learn more than academic lessons in school settings. They also develop less
measurable, but more lasting impressions and associations that are the basis of individual character.
The setting for educational attainment shapes the same kind of behaviors and expectations that are
required for professional success in business.2 When schools are poorly maintained, and students are
placed in a substandard environment, their expectations and behavior are negatively affected.

Problems Nationwide

Inadequate attention to school conditions is a national problem that has been documented in
a series of reports. For example, according to the General Accounting Office (GAO) it would cost
approximately $112 billion to bring all of the nation's 80,000 schools to a state of "good overall
condition." Other professional observers have placed the figure at over $400 billion. One third of the
nations schools are in need of extensive repairs, 60 percent have at least one major building feature
in disrepair and half suffer at least one environmental problem.

1 A Statewide Study of Student Achievement and Behavior and School Building Condition, Dr. Glen I.
Earthman, Virginia Polytechnic Institute and State University, Dr. Carol S. Cash, Virginia Beach Public Schools
and Dr. Denny Van Berkum, North Dakota State University, Paper Prepared for the Annual Meeting, Council of
Educational Facility Planners, International, September 19, 1995.

2 Designing Places for Learning, Meek, Anne, ed., Association for Supervision and Curriculum
Development: The Council of Educational Facility Planners, 1995.
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The GAO report also found unmet needs related to computers and learning technologies.
Over half the nation's schools reported insufficient phone lines for modems and almost half reported
inadequate electrical wiring for computers and communications technology.

Trends in New York State are Alarming

The GAO study found that in New York State 90 percent of schools report a need to upgrade
or repair buildings to good overall condition.' While much of the need for new construction and
repair of schools exists in the State's urban areas, it is also true that suburban and rural school
districts are facing a growing problem as their school buildings age and as maintenance needs go
unaddressed.

New York, like most other states, is hindered by a lack of comprehensive data on the
physical conditions and needs of its schools. For this reason, the GAO study cited above had to be
based entirely on survey data. In fact, all of the research and analysis relating to the capital needs of
schools is based on professional estimates, but often from limited samples. Unfortunately, the State
does not now have an adequate planning system for these needs (see the section on Comptroller's
Audits). Nonetheless, those data that do exist give ample cause for alarm.

Older Buildings

The stock of school buildings in New York State is becoming increasingly old. The table
below shows the average age of schools by region, based on State Education Department data on
facility size and age.'

Average Age of School Buildings in New York State

New York City 57 years

Big Four Cities 55 years

Rural Counties 48 years

Small Cities 44 years

Suburbs 43 years

3School Facilities: Profiles of School Conditions by State, United States General Accounting Office, June,
1996, GAO/HEHS-96-148.

4With the exception of New York City, this is the data which will be used to apportion the minor
maintenance aid beginning in 1998-99; district-by-district listings for this data, as well as projected aid
apportionments are provided in an appendix.
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Although the State's five largest school districts (New York City, Buffalo, Rochester,
Syracuse and Yonkers) have perhaps the oldest structures, there is not that much difference between
them and the rest of the State in this regard. What is most significant about this data is the
observation that average building age in every area of the State is close to fifty years (some are
slightly above, some are slightly below). The fifty-year mark is a typical long-term planning standard
for the useful life of a school. This single figure, of course, does not tell the whole story. For
example, many schools built in the 1920's and 30's that have been well-maintained and updated
when necessary are still excellent learning facilities today. Conversely, many of the buildings built
during the 1960's and 70's were constructed with materials and methods that result in a substantially
shorter useful life.

Data from the State Education Department show a statewide decline in new construction over
the past three decades. The largest period of school expansion took place during the 1950's and
1960's mostly in suburban communities when inexpensive and rapid methods of construction
produced schools with an anticipated life of only 30 years.

Growing Enrollments

The current enrollment boom being experienced in most school districts is placing additional
pressure on school facilities, although other factors are certainly involved. School enrollment in New
York State grew rapidly in the 1960's and early 1970's with the baby boom generation, peaking at
about 3.5 million, and then declined through the remainder of that decade and throughout the 1980's.
This long-term decline reversed just as the 1990's began, and just as the impact of a national
recession was placing extreme pressure on state and local budgets. Statewide, enrollment has
increased every year since 1990, and it is projected to continue to do so well into the next century.

Enrollment Trends: 1989-90 to 1996-97
(Source: State Education Department)

Region

# of
School

Districts
1996-97

Enrollment

Change Since 1989-90 Growing School Districts

Net
Increase

Percent
Change #

Share of
Districts

Average
Increase

Statewide 683 2,789,908 276,882 11.0% 548 80% 9.0%

New York City 1 1,052,313 134,302 14.6% 1 100% 14.6%

Big Four Cities 4 128,707 13,939 12.1% 4 100% 14.8%

Small Cities 57 252,684 13,267 5.5% 43 75% 5.4%

Upstate Suburbs 271 619,629 57,949 10.3% 226 83% 10.2%

Downstate Suburbs 169 534,840 48,720 10.0% 155 92% 15.7%

Rural Counties 181 201,735 8,705 4.5% 119 66% 6.0%
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As the data above demonstrate, the substantial majority of school districts in every region of
the State are experiencing significant enrollment increases. Statewide, the overall increase in
enrollment in the 1990's was 276,882 an 11 percent increase and 548 school districts
experienced net increases (80 percent of all districts). Although the increases were slightly higher
in the large cities, rapid growth is also occurring in other areas, particularly the suburbs. New York
City and the other big four cities experienced an average percentage increase of over 14 percent, but
in the downstate suburban districts, the increases in enrollment were even higher: 15.7 percent
among those districts that gained enrollment, representing 92 percent of the districts in that region.
Upstate suburban districts that gained enrollment gained an average of 10.2 percent.

In addition to the projected growth needs, the current system is already strained. For example,
unacceptable levels of school overcrowding exist in New York City, with especially high
concentrations at the elementary and high school levels. The New York City Comptroller projects
that these conditions will get worse in the coming years without an effective strategy to combat the
problem.' Overcrowding is also occurring in school districts throughout the State, although
unfortunately, no statewide comprehensive data exist to describe this issue.

Beyond simple enrollment growth, the changes that have occurred in educational programs
since the 1950's and 60's have resulted in the need for additional facilities. A school, for example,
that adequately served 1,000 students in 1960 may be crowded with 800 today. This has occurred
because of the immense growth in special education, remedial education and other new educational
requirements, all of which drive the need for additional classroom space. This year's early childhood
initiatives, including full-day kindergarten, universal prekindergarten and class size reduction will
likewise all drive additional space needs.

Unmet Capital Needs and Maintenance Given Short Shrift

All buildings require good regular maintenance, and as facilities age they require upgrading.
A steady program of regular maintenance can extend the useful life of a school facility far beyond
the 50 year life cycle commonly used in facility planning. However, at this point in time, schools
statewide are not starting from a point of good condition.

Several estimates have been made in the last few years of the amount of resources that it
would take simply to bring schools into a state of overall good repair. The State Education
Department has estimated that meeting current capital program needs for schools outside New York

5 Overcrowding in New York City Public Schools: Where Do We GO From Here?, City of New York
Office of the Comptroller, Office of Policy Management, January 1995.
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City would cost approximately $7.5 billion over a five year period, and that New York City's need
for the same period is roughly equivalent,6 for a total need of $15 billion.

A series of reports have been produced documenting school facilities problems (see the
bibliography in Appendix I), and this report is not intended to repeat or supplement the detailed
information on problems in individual school districts available in those reports. However, there is
widespread agreement that the needs exceed the current financial capabilities of school districts, and
there is ample evidence of this, and of sometimes shocking conditions in individual schools to be
found in those reports.

Over the past twenty years, very few school districts in the State, and none of the larger cities,
have been able to consistently maintain financial support sufficient to carry out effective
maintenance and capital repair programs. Despite an increased commitment to capital spending in
many districts, it is unlikely that sustained commitments will be developed to meet needs in the
future.'

Instead of routine maintenance, the practice of "deferred maintenance" has been prevalent
throughout the State.' This technical term simply means that maintenance problems are deferred, or
not done, often until systems degenerate to a level that is eligible for funding under more costly
capital improvement and rehabilitation programs.

Failure to adequately maintain school properties results in shabby facilities not conducive to
learning at least, and physically dangerous at worst. For example, inadequate maintenance can cause
indoor environmental problems such as poor air quality threatening students and staff.

Poor conditions related to cleanliness and upkeep are generally difficult to regulate, because
those inspections that are required are geared toward new construction or structural problems. The
annual structural review required in all school districts, for example, would not register any problems
even if deplorable maintenance conditions existed, such as graffiti, litter strewn halls, peeling paint
or cracked plaster.

6New York City's capital program funds substantially less than this need in that period. Its ten-year capital
program allocates $12.6 billion for school buildings: 57 percent for rehabilitation and modernization, 29 percent for
additional instructional space, and half of the remaining 14 percent for computer-related projects.

In New York City, for example, the Board of Education's Ten Year Facilities Needs Assessment Plan for
1994-2003 identified a need of $25 billion. Current capital plan projections for the City have identified spending
totals of $2.9 billion for fiscal years 1995-1999. For a discussion of the relationship between capital needs and
historic and projected levels of spending in the five major districts in New York State see: School Buildings in
Crisis, Conference of Big 5 Schools, May 1996.

8 Report of the Commission On School Facilities and Maintenance Reform, Harold 0. Levy, Chairman,
June 1995.
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Relationship Between Facilities and Educational Reform

While trying to meet the need for enough seats in a building that is up to code and
environmentally safe seems at times a difficult enough obstacle, the suitability of the State's
educational facilities in relation to educational reform is also in serious question.

Nearly two-thirds of the State's schools rate unsatisfactory in terms of space flexibility. As
school enrollments rise and fall, technology changes and educational programs become more varied,
the flexible use of space has taken on an increasing relevance. According to the GAO study, New
York State ranks near the bottom of the nation's schools with regard to the adaptability of space in
existing facilities.'

The GAO also found that in the critical area of technological capacity, New York State's
schools have considerable needs. Significant investments are needed to equip schools with fiber
optic cables, modems, local networks, modern electronic power connections, and audiovisual
equipment. Twenty percent of the State's schools (940 facilities with 540,000 children) are
insufficiently equipped with basic computers and printers. Recent activities and aid programs in this
area may be helping to alleviate these conditions.

Technology Funding and the Federal "E-Rate"

A new federal program included in the Telecommunications Act of 1996 requires that
schools, libraries and rural health care providers be offered discounted rates for telecommunications
services, including charges for internet access. This program is often referred to as the federal "E-
Rate" program.

The program will provide $2.25 billion nationally per year in discounts to schools and
libraries. The discounts are available for telephone services for use in classrooms, digital phone lines
used to connect to information services, and paging services. Wiring and other equipment and
services needed to install networks are also discounted, but personal computers and modems are not
eligible.

The federal program includes features that require careful allocation of funds to take full
advantage of the discounts.

Discounts will be allocated on a first-come, first-served basis, with no specific allocations
to states or regions. School districts will thus have to move quickly to ensure that they
receive funds. Once $2 billion has been allocated, the remaining $250 million will be
distributed to economically disadvantaged areas. (Note, however, that the Federal
Communications Commission is currently considering changing the allocation method).

9 School Facilities: Profiles of School Conditions by State, United States General Accounting Office, June,
1996, GAO/HEHS-96-148.
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The discounts will be provided on a sliding scale based on the percentage of students in each
school district eligible for assistance through the federal school lunch program. The smallest
discount, 20 percent, will be provided to schools with less that one percent of students
eligible for school lunch. The maximum discount is 90 percent for schools with greater than
75 percent of students eligible for school lunch.

In order to apply, each school district will have to provide a description of the services it is
seeking, an inventory and assessment of its current technology, and an overall technology plan. This
plan must be approved by the State Education Department.

The exclusion of personal computers and modems from funding is a serious limitation in the
federal plan. While the equipment and services required for installing state-of-the-art computer
networks are costly, they are only a small component of the total cost of purchasing modern
computers and software. A new network providing internet access will be severely limited in utility
if modern computers and software are not available.

For maximum benefit from the federal E-Rate program, therefore, school districts may have
to invest significant amounts, either from their own resources, or from state funds. Several changes
in the 1997-98 state budget will help provide funding for these initiatives.

Education Technology Aid: A new reimbursement aid formula was added to provide funding
for acquisition and maintenance of education technology (including software). This program
was created to dovetail with the new federal program and existing state aid programs.
Technology expenses will be reimbursed based on an aid ratio calculation, with statewide
reimbursements limited to maximum amounts: $9 million in 1998-99; $25 million in 1999-
2000; $57 million in 2000-01; and, $91 million in 2001-02.

Computer Hardware and Software aid: These existing aid categories were significantly
increased, with the changes phasing in from 1997-98 through 2001-02. The per pupil aid
ceiling for software purchase will increase from $4 to $23.98; the hardware ceiling will
increase from $8 to $32.35.

One of the permitted purposes specified in the authorizing legislation for the School
Facilities Bond Act is to support capital projects related to educational technology in public
school facilities. Although these funds could not be used for computer or software purchases,
they might be used to construct computer labs or to update wiring, for example, so as to
assist school districts in taking advantage of the federal E-Rate program.

10
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Description of Existing System

All decisions about how to maintain
and repair school buildings are made at the
local level. These decisions include how much
funding to devote to routine maintenance,
when and how to build new school buildings or
expand, renovate, or make repairs to existing
ones. The decisions are made locally by school
boards and school district managers, but they
are made within a complex regulatory and
financial environment, most of which is
governed by state law, regulation and
procedures. There are many ways in which this
system influences local decisions and results,
and many areas for improvement.

It is important in this discussion to
distinguish between regular maintenance and
repair, and capital improvements. Described at
its simplest, maintenance activities are
undertaken to maintain physical structures,
whereas capital expenditures are made to build,
expand or replace structures. Maintenance
activities include servicing a boiler, painting
walls or tarring a roof. Capital improvements
include building a new school, replacing a
boiler or a roof. The distinction between the
two is not always so easy to make, however,
and some capital projects are essentially
nothing more than many major maintenance
and repair projects lumped together.

Although maintenance is necessary to
keep facilities in good condition, it is often
viewed unfavorably within the school budget
process. This occurs because maintenance
expenditures do not do anything "up front" to
improve the perceived quality of educational
programs. This relatively simple dynamic is
important to understand, and it is similar to
those that take place for any person or
institution evaluating priorities.

A Homeowner's Example

No homeowner enjoys spending money
on maintenance, but it is necessary to keep
one's home in good condition. Servicing a
furnace, sealing a driveway or repairing a roof
does not improve one's standard of living, but
homeowners undertake these activities because
the consequences of not doing so are much
worse. A furnace that is regularly serviced will
last much longer, as will a roof or a driveway.
Replacing any of these items is very
expensive, and undertaking necessary
maintenance is thus the more attractive course.

This relatively simple dynamic is
important to understand because the same
motivations exist in school systems, although
with some very important differences. For
example, school districts have financing
options and state aid incentives that make
capital repairs more attractive than spending
money for maintenance.

Prudent homeowners maintain their
property because it costs them less in the long
run. But if, as an example, there were
subsidized government loans for furnace
replacement, many more people might forgo
regular maintenance. A homeowner that knew
she would have to spend her own money for
maintenance, but could replace any systems
that failed using a long-term loan with the
government picking up more than half of the
cost, might make a very different decision
about maintenance. If that same homeowner
were only planning to be in her home for a
short-term period, perhaps three or four years,
there would be even more reason to defer
spending money on maintenance.
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School budget decisions are made through a process that is most likely to emphasize
academic concerns, and often maintenance activities are seen as an unimportant component of a
budget by persons more keenly attuned to teachers, class offerings and instructional materials. But
perhaps even more important is that school districts have financing options and state aid incentives
that make capital repairs much more attractive than spending money for maintenance. As described
in the finance section below, school districts receive additional aid for funds spent on capital
projects, whereas they do not for maintenance spending.

Proper maintenance is cost-effective in the long run, but the state aid differential makes it less
so, when viewed solely from the school district's perspective. For school district board members and
managers, of course, there are many other aspects to building and maintenance choices, but it is
nevertheless a complex version of this simple dynamic which has helped to drive the current school
facilities crisis. It is the cumulative impact of a great many decisions made in the short-term, and
with short-term fiscal consequences in mind, that has resulted in putting off repairs, or "deferred
maintenance" in our school systems.

Finance System

Generally. construction and renovation projects undertaken by school districts are financed
partially by state aid."' School districts have the option to finance capital construction projects
through borrowed funds, and they also receive state reimbursement for building costs, including debt
service costs when the project is financed through borrowing. Conversely, school district
maintenance expenditures generally are not explicitly reimbursed by state aid formulas" and thus
must usually he paid for entirely out of current local funds.

This situation provides a counter-productive fiscal incentive to school districts: if
maintenance is deferred and equipment or structures degenerate, the district can borrow funds for
their repair or replacement and also receive state aid payments reimbursing those expenditures.

Regular maintenance can greatly extend the service life of structures or equipment (e.g.,
boilers), and is thus a very cost-effective practice, when compared against letting a system or
structure degenerate to the point of needing replacement. However, from the school district's
standpoint, given the aid incentive, the overall cost-effectiveness of maintenance spending may be
effectively nullified because high proportions of aid can be received for replacement, but not for
maintenance. School district officials have stated that they sometimes delay maintenance work to

10The average reimbursement rate for approved building expenses is 67%; see the discussion of the
building aid formula below.

1Maintenance expenditures are included in school district operating expenditures, which factor into
various state aid formulas, but the formula reimbursement rates and diluted impact of these formulas (owing to the
use of very lagged data and the transition adjustment cap) generally reduces the aid impact of maintenance
expenditures to almost nothing.
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be included in broader capital projects, so that it would be eligible for state building aid
reimbursement. 12

This counter-productive fiscal incentive may be particularly powerful given the fact that the
period of tenure for superintendents and school board members is often shorter than the period
necessary for good maintenance procedures to have a positive financial impact. For example, most
superintendents stay within a school district for only four to five years, and the average length of
tenure for school board members is similar:3 Deferring maintenance may actually be an effective
strategy for limiting tax increases within a four to six year time horizon. This short-term
effectiveness, however, is more than undone by (and is in sharp contrast to) the true impact of
deferred maintenance which is to greatly increase costs over the long term. The current facilities
crisis can ultimately be traced to the cumulative impact of decades of short-term decision-making.

Approval of Projects

Bond issuances for capital projects, and the establishment of capital reserve funds in school
districts outside of the big five cities must be approved by referendum, although capital expenditures
may be made from current revenues without voter approval. Energy performance contracts are
another method of making capital improvements that does not require voter approval (see below).
In the big five city school districts the situation is quite different. Voter approval is not required for
capital spending, but the school boards in those cities are "fiscally dependent" upon the city
governments. This means that the city governments, as opposed to the boards of education or the
Chancellor, effectively can control, or at least limit, the amount of funding available, both for
operating expenses and capital improvements. The problem is that municipal budgets have priorities
driven by a number of needs in addition to school facilities issues, including police, fire, sanitation,
transportation, health, and social services, and this dynamic has over time resulted in inadequate
funding for the capital needs of the public schools in the large cities.

Building Aid

State funding is primarily available through the building aid formula, which is one of the
most long-standing of the current panoply of formulas aiding school districts. Unlike most other aid
categories, the basic structure of this formula is essentially the same as it was when enacted in the
1960's, following the recommendations of the Diefendorf Committee, although there have been
modifications. This formula, described very broadly, reimburses school building expenses at a rate
which varies depending upon district wealth; the rate is higher for poorer districts and lower for the

12See State Comptroller's Audit Report 93-S-89.

13National data show the average length of tenure for school board members as being less than three years;
in New York State, respondents to a recent school boards survey on average had a longer period of tenure.
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more wealthy. In the 1997-98 school year an
estimated $775 million will be provided to
school districts statewide through building aid.

Building aid is available for expenses
incurred in construction of new buildings,
additions, alterations or modernizations of
existing space, purchase of buildings, and for
lease and installment purchase payments under
certain circumstances. The formula reimburses
both debt service payments (principal and
interest) and capital expenditures made from
current revenues or capital reserve funds. Aid
on debt service and lease payments is generally
paid on a current year basis, whereas aid for
capital expenditures from reserves or budget
appropriations is paid on a lagged basis.

To be eligible for aid, school district
plans and specifications must be approved by
the Facilities Planning Unit of the State
Education Department (SED), which also
computes a maximum cost allowance for each
project, based on the pupil capacity of the
building and various average cost calculations;
projects are only aided up to this maximum.

The aid formula applies an aid ratio to
approved building expense, which includes
both debt service and current expense, within
the limitation of the SED cost allowance
computations. The aid ratio is the state share
for building expenses, and is computed based
on district property wealth per pupil in
comparison to the state average. For an
average wealth district, this computation
provides an aid ratio of 49 percent; for a
district of half the average wealth, the ratio is
75 percent; and for a district with wealth twice
the state average wealth or more, the ratio
declines to zero (and no aid would be
provided).

Recent Changes to Limit State Aid Liabilities

Building aid has historically been a large
factor in school aid "bumps" or aid estimate
increases because school districts often make
unplanned capital expenditures and certain types
of expenditures are reimbursed on a current year
basis. A number of changes have been made in
recent years to address these issues:

Under changes enacted in 1995-96, for
newly issued debt, including bond anticipation
notes (BANs), current year aid is paid only to the
extent that these expenses are reported to SED by
November 15 of the previous year; any debt
service unreported by that time is aided in the
following year. This is known as a "date-certain"
provision, and similar provisions have now been
extended to other categories of school aid.

In 1996-97, strict limitations were placed
upon the circumstances under which BANs
expenses can be aided. Another change enacted in
1996-97 specifies that to be eligible for aid, debt
service payments would have to be at least the
length of a minimum period of amortization. For
long-term borrowing, these minimum periods are
15 years for new construction or 10 years for
reconstruction, rehabilitation or improvement of
existing facilities. If debt obligations are issued for
less than the minimum period, aid is calculated
based on an assumed amortization schedule.

As noted in a previous report, the minimum
amortization period change was intended to help
limit unexpected increases in building aid liability,
but it would also have the effect of discouraging
school districts from paying off debt quickly. This
effect has indeed occurred: the issuance of long-
term bonds is up sharply this year, and there is a
corresponding decrease in short-term debt
issuances. (See: "N.Y. Schools' Seesaw: Bond
Issuance Up, Notes Down," The Bond Buyer,
August 25, 1997)
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Since the early 1980's school districts have been allowed a choice of using their aid ratio as
computed for the current school year, or the aid ratio used in any previous school year (going back
to 1981-82). This provision was added so that districts could rely on a steady percentage of state
reimbursement for building projects funded over many years, since property wealth, enrollments and
thus aid ratios would otherwise vary. The cumulative impact of this provision over many years,
however, has been to greatly increase the reimbursement offered, and many districts are receiving
reimbursement rates substantially above those they would receive based on a current measure of
need. In 1997-98 the average building aid reimbursement ratio is 67 percent. Only 95 school districts
use an aid ratio computed based on current wealth (less than 14 percent of all districts), and the
overall effect of the aid ratio choice provision is to add $108 million to building aid payments.

Energy Performance Contracts

Independent of the normal requirements for capital projects, school districts can use "energy
performance contracts" to install, maintain or manage energy systems or equipment to improve the
energy efficiency or produce energy in exchange for a portion of the energy savings or revenues.

In 1994 the Energy Law was changed to authorize school districts and other governmental
entities to enter into energy performance contracts. The rationale behind this change was to
encourage energy conservation projects by removing impediments to their progress and allowing for
the application of innovative practices used in the private sector. Energy performance contractors
are intended to provide management resources, technical expertise and funding to install equipment
and carry out other energy-saving measures in exchange for a portion of the savings produced.

The 1994 legislation provided that energy performance contracts could be awarded through
a written request for proposals (RFP), in lieu of bidding, and school districts would be exempt from
normal voter approval requirements for this purpose. The normal requirements of General Municipal
Law for lease purchases were also lifted.

The Comptroller's audit 96-J-2, State Education Department, School District Energy
Conservation Activities, found that school districts have entered into arrangements that may not be
in their best interest or are inconsistent with the intent of energy performance contracts. Areas of
concern noted in the audit include:

Savings to school districts were being calculated after the receipt of building aid, and thus
projects that did not save money on a total cost basis were being carried out;

Non-energy related improvements were included in performance contracts;

There was a lack of good data available in selecting energy performance contractors;

Contractor proposals did not identify the scope of work so that different proposals are not
comparable;
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Maintenance and monitoring charges were not adequately identified in proposals; and,

Higher interest rates than the districts could obtain through other means were used for
financing.

In this year's budget legislation, many of the concerns reported in the audit were addressed.
The amendments apply to school districts and require the Commissioner of Education to establish
regulations in consultation with the New York State Energy Research and Development Authority.
The regulations will:

Ensure that eligibility for performance contracts will be determined exclusive of state
building aid;

List appropriate types of projects that can qualify as energy performance contracts;

Describe an approval process to review the type and scope of work and require that detailed
breakdown of energy savings be provided for the contract's duration;

Implement a process to ensure that districts obtain the lowest cost financing possible; and,

Provide that maintenance and monitoring charges be included separately in the contract in
a clear and conspicuous manner.

Regulation and Mandate Relief Issues

School districts must not only meet basic building standards, they also must comply with a
number of additional regulatory requirements related to environmental, health and public access
mandates, including the Americans with Disabilities Act, asbestos abatement and environmental
regulations related to indoor air quality, electromagnetic fields, hazardous materials, lead, pesticides
and radon.' The planning process for school facilities must therefore address complex issues in
regulatory interpretation and their impact on local construction costs. A study of the issue in the big
five city school districts found that approximately $3 billion was needed in order to meet federal and
state mandates in these areas.'

Mandate relief actions that would decrease the cost of school construction and rehabilitation
should be considered either as part of implementing legislation for the School Facilities Bond Act
(if passed) or in conjunction with the 1998-99 budget. Two requirements often cited by the New
York State School Boards Association and other groups as being especially onerous are asbestos

14 Environmental Quality of Schools, Report to the New York State Board of Regents, 1994.

15School Buildings in Crisis, Conference of Big 5 School Districts, May 1996.

16



remediation requirements and the Wicks law. Measures to loosen the scope of these mandates should
be considered to maximize the limited funds that are available for school facilities.

A number of requirements related to asbestos abatement activities are widely held to be
needlessly inefficient, costly or even unwise from a health and safety perspective. Requirements
related to the removal of floor tile and roofing materials containing asbestos in particular have been
identified as adding to the cost of rehabilitation work. Several proposals have been introduced in the
legislature that would change the manner in which these projects are carried out.

Under the Wicks Law school districts (as well as most other state and local government
entities) are required to award at least three separate contracts for construction projects valued at over
$50,000. The law requires separate plans, bids and contracts for (i) heating, ventilation, and air
conditioning, (ii) electrical work; and (iii) plumbing. Each school district must thus coordinate the
work of these contractors, a difficult task for small districts with only occasional construction. For
some districts, the inability to effectively manage the various contractors may lead to cost overruns
and delayed completion of projects. But even in large districts Wicks can drive inefficiencies; for
example, the New York City School Construction Authority was given an exemption from the Wicks
Law, and the authority has reported substantial savings from the exemption.

Wicks reforms that should be considered include raising the $50,000 threshold, which has
been in place for decades; or exempting small school districts with limited resources and experience
in construction. If these reforms are adopted, it may be necessary to provide protections to the
specialty subcontractors who currently work and are paid directly by school districts to ensure that
they are treated fairly by general contractors.

Another approach to help school districts, particularly small districts, deal with construction
costs is to provide them with access to pooled financing and construction management services from
the Dormitory Authority or another governmental construction agency, for building and educational
technology projects.

On the other side of the issue, there is evidence that current standards and procedures are not
always being adequately met, and that there is therefore a need for greater attention to enforcing
existing regulations. Comptroller's audits have found that required inspections may not always take
place and that existing planning requirements are not being met, so there is room for improved
enforcement of existing requirements.

There may also be a need for expanding regulation in some areas and more study of this issue
is needed. The annual inspections currently required in school buildings even when effectively
carried out focus on major structural problems or fire and safety issues. They do not adequately
ensure that school buildings are properly maintained. The deplorable conditions currently found in
many schools, in and of themselves, indicate that improvements are necessary. It has been suggested,
for example, that each school district be required to have a written preventive maintenance policy
or plan.
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Another area that should be reviewed is the current method of approving and allowing
expenditures from capital reserve funds. It is often difficult to obtain voter approval within a school
district for the establishment of these funds. If these funds were easier to establish and utilize, many
school districts would take advantage of them; districts would thus be better able to do regular
maintenance and repair work on a timely basis and would be better prepared to handle unforseen
problems. It has also been proposed that school districts be required to establish capital maintenance
reserves for new projects.
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Description of Legislative Action in 1997-98 Budget

In response to the current facilities crisis, the 1997-98 budget provided enhancements in
building aid, reinstated a program to explicitly aid minor maintenance expenditures, and enacted
legislation placing the School Facilities Bond Act on the ballot this November.

Impact of Building Aid Enrichments and Minor Maintenance Aid
(In millions of dollars for school year)

1998-99 1999,00 2000=01 2001-02
Building Aid Enrichment 28 45 114 170

Minor Maintenance Aid 50 50 50 80

Total $78 $95 $164 $250

Source: Executive and State Education Department estimates.

Building Aid Enrichment

For building projects locally approved after July 1, 1998, changes in the building aid formula
will recognize varying regional costs in the calculation of maximum cost allowances and will
increase the effective reimbursement rate for virtually all school districts by 10 percent. As shown
in the chart above, these changes are expected to increase aid by $170 million after four years; the
impact occurs in a phased manner, as more and more building projects benefit from regionally
adjusted cost allowances and receive additional aid through the reimbursement changes.16

The use of regionally appropriate cost allowances is a long-standing issue, and this change
follows the recommendations from the Board of Regents, the State Comptroller and the Executive.
The current formula uses a single, statewide average cost approach, which ignores well-known
differences in regional construction costs, most of which are driven by wage-rate differentials. The
new regional calculations will be based on county-level wage data, possibly aggregated in multi-
county regions (the details are to be prescribed in SED regulations).

The additional 10 percent reimbursement in building aid for new projects reflects a dramatic
increase in reimbursement rates. Every school district will be guaranteed a reimbursement rate of
at least 10 percent, as opposed to the current formula, which has no minimum aid ratio (and under
which 44 school districts are completely ineligible for aid). The current law provision that no aid
ratio will exceed a maximum of 95 percent will apply to the additional percentage. For regular
building aid, no school district is currently hitting the maximum, although with the additional
percentage, 92 school districts will be capped.

16The longer term impact of the changes may be even higher. For example, if all of the approved building
expenses being aided in the 1997-98 school year were eligible for the additional apportionment, it alone would drive
an additional $120 million in aid.
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Minor Maintenance Aid

The "extraordinary school capital needs" program originally enacted in 1994-95 was
reinstated in this year's budget under a new name: "minor maintenance aid." In the original program
$62 million was provided under the assumption that it would be spent over a two-year period the
aid amounts outlined in the budget legislation therefore represent somewhat of an increased program
level. The legislation is silent as to whether the program will continue beyond the 2001-02 school
year (in which the total amount of aid is to increase from $50 million to $80 million).

New York City will receive $33.3 million annually from 1998-99 until 2000-01, and $53
million in 2001-02. For school districts outside of New York City, $16.7 million will be provided
annually from 1998-99 until 2000-01, and $26.7 million in 2001-02. The aid amounts going to New
York City are explicitly described in the legislation, and funds will be apportioned to other school
districts through a formula based on the relative age of facilities and the long-term enrollment growth
trends in each school district. An appendix to this report shows the background data and aid
allocations by school district.

The legislation also includes a maintenance of effort provision which specifies that if a
school district uses any of the new funding to supplant local funds for repair programs (as measured
against its 1997-98 school year budget), it will have its aid apportionment reduced by an equal
amount. This provision responds to the criticism of the earlier program that in many school districts
the additional funding was not used to increase maintenance and repair activities, but merely
replaced planned local funding for these activities.

The intent behind the minor maintenance program is clear the additional funding is meant
to spur additional maintenance activities in local school districts, based on an assumption that
schools are not currently devoting enough funding to these activities. The problem with such an
allocation formula, however, is that it may itself spur inefficient behavior, or cause mistaken
impressions in local school districts.

For example, although they are generally perceived to be very few in number, there are
school districts in the State that have been doing a good job on maintenance, and that have facilities
fully up to standards. In these school districts, providing additional funds with the directive that they
be spent on additional maintenance will spur inefficient behavior. However, it would also be unfair
to deny funding to districts that have no maintenance deficiencies, because if aid is provided only
for (or in proportion to) existing maintenance deficiencies, it would be rewarding past irresponsible
management.

On the other side of the issue, many school districts may perceive that if they simply spend
the additional funding on maintenance, that they are doing the right thing. This impression, however,
would not be correct. The minor maintenance formula is based on aggregate level data on facilities
age and enrollment, and cannot possibly reflect the myriad conditions in each district that impact
maintenance issues. Determinations on an issue like this would depend on how much a district was
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spending, how well have facilities been kept up, what sort of materials were used in the original
construction, and so forth.

State aid formulas, in other words, even if well-constructed, are not a good means of making
local budgetary allocations. The longer term solution to improper and deferred maintenance issues
therefore cannot be exclusively to provide more aid. There must also be regulatory reform, better
reporting requirements so that the underlying conditions are better known, and better enforcement
of existing health and safety standards.

It should also be understood that the provision of minor maintenance aid does not remove
the existing fiscal incentive for capital repairs over routine maintenance. The new aid will certainly
help, and will increase spending overall for maintenance through its maintenance of effort provision,
but it does not provide a dynamic incentive for districts to spend more on maintenance beyond the
new aid. The key difference is that minor maintenance aid is not a reimbursement formula school
districts will not get additional funding for every additional dollar they spend on maintenance. In
comparison, through building aid they will continue to get additional aid for every additional dollar
of approved capital expenditures.

The School Facilities Bond Act

This year's budget legislation included a $2.4 billion bond referendum to finance school
facility improvements. This bond act, however, was not accompanied by implementing legislation
to describe how the funds would be allocated among the permitted uses, or among school districts.
The legislation which places the Act on the November ballot does specify the general purposes for
which proceeds may be used:

Capital projects in public school facilities to:

Address serious health and safety needs;

Expand physical capacity in school facilities;

Enhance accessibility for individuals with disabilities;

Remediate emergency situations;

Provide environmental remediation; and,

Support educational technology.

As described in a report from the New York City Independent Budget Office, the method in
which the Act has been authorized effectively separates the question of whether to borrow for these
purposes, from the equally important question of how to apportion the funds if the borrowing
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occurs.° Voters will be involved in the former question but not the latter, and they are being asked
to approve the borrowing without being informed on how the funds will be distributed among
purposes or school districts.

The School Facilities Bond Act18 represents General Obligation (G.O.) debt, which is subject
to approval by the voters. G.O. debt is the best means for financing when debt is going to be used,
because it does not bypass the State Constitution, as does backdoor borrowing issued by public
authorities, and it also generally carries a lower interest cost.

Because it lacks implementing language at this time, the manner in which the bond act
funding will interrelate with other funding mechanisms cannot be fully evaluated. It is not known,
for example, whether any local match will be required. However, the legislation's stated purpose is
to provide for "critical projects related to construction, expansion and modernization of public
school facilities" (emphasis added). Thus, it is implicit that these funds are intended to be provided
in addition to regular funding streams, and the proposal has most often been linked to the crisis
nature of the situation. In school districts where capital proposals might otherwise not receive
funding, the bond act proceeds could help to bridge the gap between needs and resources. Criticism
of the proposal as failing to rationally mesh with existing aid programs, must be considered in
relevance to the critical nature of the needs.'

17Voter's Choice: The School Facility Health and Safety Bond Act of 1997, NYC Independent Budget
Office, October 1997.

18The actual "short title" of the bond act, as contained in the legislation is "The School Facility Health and
Safety Bond Act of 1997" but inasmuch as this is not the shortest of titles, and also somewhat of a misnomer as
to purpose (because the legislation contains no weighting among the six purposes, of which health and safety is only
one), this report has used a further shortened title.

19 Such criticism, moreover, seems particularly weak when viewed in the overall context of the current
school finance system (i.e., a complex amalgamation of unintelligible formula components many of which offer
counter-productive and conflicting incentives). Any uncertainty in the details as to how this new funding will blend
with the existing building aid program pales in comparison to the overall morass. At least both building programs
are designed to encourage and support necessary construction, renovation and repairs elsewhere in the school aid
formulas the incentives offered are actually in conflict with one another.
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Comptroller's Audits: A More Cost-Effective and Accountable System

In a number of audit reports, the Comptroller has made key recommendations on how to
obtain and maintain quality school buildings in a cost-effective manner. Some of these reflect
procedures that are already required in law, but are not being effectively used (for example, the
Capital Assets Preservation Plan, or CAPP). Other recommendations are not yet required, but can
save money, such as value engineering. Still others could improve accountability by providing better
information on conditions and performance. These components should all be utilized as part of
school building programs, and they are even more important given the influx of additional funds
contemplated in this year's budget legislation.

This section discusses the Comptroller's audits as they relate to school facilities. Since many
of the audits are related, the description is functional, and a summary description of each individual
audit reports follows the functional discussion. Audit reports in the discussion below are often
referenced by their numbers; their titles are provided in the following section.

Improving Maintenance, Capital Planning and Implementation

Better Maintenance

A major cause of the poor condition of many school buildings has been the failure to properly
maintain them by many school districts. The failure to have a good preventive maintenance program
and to make routine repairs in a timely manner results in ever increasing needs for capital project
work, which costs taxpayers much more in the long run.

A 1994 audit (93-S-89) reported that none of the school districts surveyed had a formal
preventive maintenance program that included all of the components prescribed by the State
Education Department in their CAPP* manual (*Capital Assets Preservation Plan, see discussion
below). That audit also found that many school districts routinely deferred maintenance projects and
those deferrals resulted in higher costs to the districts.

A Februar 1995 audit (A-18-93) found that tardiness in completing maintenance work has
contributed to the deterioration of the physical conditions in New York City's schools. This report
also found that the Division of School Facilities did not take timely action to resolve violations
issued by the New York City Fire Department and Department of Buildings. The preventive
maintenance work (e.g., elevator inspections) and maintenance work (e.g., panic bars on exit doors)
could have an impact on the health and safety of students and employees.

Better Capital Planning and Implementation

Even with a good preventive maintenance and repair programs there will be a continual need
for capital project work on the over 8,000 school buildings in New York State, and to build new
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buildings. A good long-range capital planning process is needed to ensure that this work is
accomplished in the most cost-effective manner at both the district and state levels.

The Capital Assets Preservation Plan (CAPP), as described in section 3602 of the Education
Law, requires school districts to develop comprehensive long-term plans to maintain and preserve
their capital assets. The intentions behind this program are laudable to ensure that school districts
and the state government have adequate information on school capital needs. Unfortunately,
although enacted in 1987, this program has still not been implemented in a satisfactory manner. An
improved CAPP process along with other enhancements would provide a cost-effective planning
process.

The Comptroller's audit report 93-S-89, The State Education Department, Oversight of
Districts' Programs to Maintain and Preserve School Buildings, reported that the CAPP system has
not been fully utilized and study 96-D-4, State Education Department, Facilities Planning Unit,
reported that there are methodologies that could be used to make capital projects more cost effective.

The Law requires the Commissioner of Education to develop a five-year CAPP plan for all
public school facilities. This plan must include a statewide capital assets inventory and a report on
public school instructional building conditions. The report should include cost estimates for
construction of new buildings, additions or reconstruction and repairs, maintenance and energy
conservation. In Report 93-S-89, the auditors found that most districts had not developed inventories
and long-term plans that complied with the Education Law. As a result, SED did not have the
information for a statewide inventory and report. In addition, the report found that the consultant
contractor hired by SED had not completed 12 of the 29 tasks required under the contract, including
helping SED to obtain five-year plan data from the school districts and developing the first five-year
report to the Legislature.

Study 96-D-4 reported that there are three proven methodologies which can be used to
improve the cost-effectiveness of school building capital projects. These methodologies are:

Value engineering: this is a formal method of analyzing a project's functions to identify and
evaluate alternatives for providing these functions in the most cost-effective manner, without
sacrificing quality. According to historical results of using value engineering in construction,
the cost reduction usually ranges from 5 percent to 20 percent; it was found that such savings
could reduce state aid payments by $10 to $41 million a year.

Life cycle cost analysis: this refers to assessing different alternatives for designing a facility,
taking into account the cost of building, operating and maintaining the facility over its entire
economic life.

Standardized plans: this represents a way to reduce design and construction costs. Under this
approach buildings could be evaluated statewide for construction, program use and operating
cost-effectiveness. The most effective plans could then be widely replicated.
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These methodologies need to be considered in both the long-range capital plans and
individual project plans to ensure that the limited resources of the school districts and the State are
maximized in obtaining adequate school facilities for all children.

Generally for each capital project, school districts contract with an architectural firm to
design the project and, based on the design documents, contract with construction firms to build the
new buildings, additions or reconstruction and repair work. To ensure that projects are implemented
properly and at the best possible price school districts need to use a competitive contracting process
that obtains qualified contractors and they also need to ensure that the work is adequately inspected.
Three of the Comptroller's recent audits have found problems with contracting practices in New
York City and inspection of construction work throughout the State.

In Report 96-N-5, the auditors found that the School Construction Authority (SCA) did not
adequately pre-qualify or re-qualify firms before they received contracts and did not enforce its
existing controls over the hiring of subcontractors. Also, the SCA did not adhere to its award
procedures for 3 of 11 design and construction management contracts reviewed. In addition, the SCA
did not consistently evaluate completed work or measure customers satisfaction with completed
work. Officials at 66 percent of schools responding to the audit survey believed that excessive
maintenance or repairs were required to correct conditions resulting from poor construction.

In Report 93-S-30, State Education Department Oversight of School District Construction
Projects, the auditors found shortcomings in oversight. At the building projects visited, there was
no evidence that all required inspections of foundations, structures, and plumbing and mechanical
systems had been done. At one project visit, district officials pointed out construction deficiencies
that should have been identified by proper inspections. Construction supervision was also found to
not always be sufficient or adequate. For example, architects generally visited project sites only once
every two weeks.

In Report A-11-93, the auditors found poor project management coordination at the School
Construction Authority. Also, the School Construction Authority did not have an adequate project
data base to account for all projects and to track project progress.

Performance Indicators

Performance indicators are a valuable tool for accountability and management of any
program. Currently there is no performance measurement system in place for the school capital
program, and having such a measurement system in place would help to timely identify and correct
problems; this is especially important if the Bond Act passes, and there is a large infusion of new
funds. Two audit reports have been issued on the need for using performance measurements in the
capital construction area (95-D-28 and 94-S-24). Although elementary, middle and secondary
schools were not covered in these audits, the concepts would apply to all types of capital construction
work. The inclusion of facilities information on school building report cards, as planned by the State
Education Department, is a positive step taking place in this area.
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Summary Descriptions of Audit Reports

Following are summary descriptions of audits and studies from the Office of the State
Comptroller on issues related to school facilities. Except as noted (*), full copies of these reports are
available at the State Comptroller's Internet homepage (http://www.osc.state.ny.us).

State Education Department:

Facilities Planning Unit (96-D-4) Generally, construction projects undertaken by school districts
are financed in part by State aid. This aid must be approved by SED's Facilities Planning Unit, which
also reviews the detailed building plans for projects outside New York City to ensure that the plans
comply with the State Building Code. Audit examined the procedures used by the Unit and found
that while they did provide assurance that building plans complied with the Building Code, they were
not intended to provide assurance that the plans were cost-effective. Several methods were identified
that could be used to provide such assurance, including value engineering and life-cycle cost
analysis. The audit also evaluated an Executive proposal to transfer to local governments the Unit's
existing responsibilities for reviewing school plans and concluded that this proposal would not be
cost-effective. The annual costs that would be incurred by local governments in performing these
responsibilities ($3.4 million) would far exceed the annual costs incurred by the Unit ($700,000).

Oversight of Districts' Programs to Maintain and Preserve School Buildings (93-S-89)* School
districts are required to prepare plans assessing the maintenance, repairs and modernization needed
by their buildings. SED's administration of this planning effort outside New York City was
examined, and it was found that improvements were needed. Plans developed by the school districts
were found to be inadequate, and needed maintenance projects were often deferred. When
maintenance is deferred, facilities can be damaged and the eventual cost of repair is increased.
Deferred maintenance is encouraged by the State's school aid formula, as capital costs are
reimbursed at a high rate and maintenance costs are not.

Oversight of School District Construction Projects (93-S-30)* School districts may receive state
aid for the construction or rehabilitation of facilities. SED is responsible for ensuring that the
facilities funded by the aid are constructed in a safe and cost-effective manner. The audit found that
the construction projects were not always supervised and inspected as required, and in some cases,
new facilities were occupied before a certificate of occupancy was granted. It was also found that
some districts received more State aid than they were due. Several improvements in SED procedures
were recommended for monitoring and reimbursing school district construction projects.

School District Energy Conservation Activities (96-J-2) This audit examined the actions taken
by SED and the school districts to reduce energy costs. The audit found that most school districts
had made some effort toward energy conservation and SED had provided assistance to the districts
in their efforts. However, if certain improvements were made, energy costs could be further reduced.
For example, SED did not formally monitor energy conservation activities at the school districts,
even though it maintains data about the districts that could be used to develop indicators of energy
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efficiency. The audit also found that many school districts did not monitor their energy use, had not
had energy audits in the prior five years, and did not participate in available energy conservation
programs. The audit further noted that school districts may be more likely to make energy saving
improvements if SED established a revolving fund to pay for such improvements; the districts could
repay the fund from the resulting energy savings. It also noted that certain actions could be taken to
better protect the interests of school districts that hire companies to reduce their energy costs.

NYC Board of Education and School Construction Authority:

Improvements Needed in Construction Contracting Practices (96-N-5) -- The School Construction
Authority (SCA) is responsible for the design and construction of elementary and secondary public
schools in New York City. The procedures used by the SCA to award and monitor construction
contracts were examined. To ensure that construction work is performed by competent and reputable
contractors, SCA staff are required to investigate contractors' backgrounds and past performance
before they are allowed to bid for contracts, and are required to approve any subcontractors before
they begin work. However, the audit found that some contractors were awarded contracts, even
though their background and past performance were not completely investigated, and many
subcontractors began work before they were approved by the Authority. It was also found that
proper competitive bidding practices were not always followed and procedures intended to prevent
excessive contract payments were not always followed. In addition, when officials at schools where
the SCA had supervised work were surveyed, nearly half of the responding officials rated the SCA's
performance as less than adequate and two-thirds of the responding officials stated that excessive
maintenance or repairs were needed to correct conditions resulting from poor construction. The
audit recommended that the SCA improve its contract award and monitoring practices, and establish
a system for following up on completed projects.

Division of School Facilities Repairs and Maintenance Program Needs To Be Accelerated To
Alleviate the Disrepair in City Schools (A-18-93) As of July 1993, there was a backlog of
51,000 work order requests from school custodians, including 28,508 which were over one year old.
The report found: that NYC Board of Education's tardiness in completing work has contributed to
the deterioration of physical conditions in NYC's schools; neglecting to make routine repairs in a
timely manner results in the ever increasing need for capital expenditures; and, decreasing the
amount of funds available for maintaining schools only increases future costs.

Capital Improvement Projects (A-11-93) The objective of this review was to determine if
Capital Improvement Projects (CIP) submitted to the School Construction Authority (SCA) by the
NYC Board of Education were being completed to the Board's satisfaction. A sample was selected
of projects submitted by the Board that were either under construction or had been completed by
SCA as of September 1992. Projects handled by SCA are contained in the Board's five-year capital
plan, which authorized the Board to spend $4.3 billion, including $1 billion for the CIPs. As of
September 1992, the SCA reported that it had completed 602 projects, and 1,117 were in
construction. It was found that there was poor project management coordination at SCA's Office of
Project Management. At one school, for example, two sets of window guards were ordered. The
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window guards that were used were of inferior quality and improperly installed. The superior
window guards, which cost $40,000 were the wrong size and could not be used. CIPs submitted to
SCA were supposed to be entered into the SCA's data base to ensure they were accounted for. It was
found that 177 of the 1,027 sampled projects (17 percent) submitted by the Board to SCA in fiscal
years 1991 and 1992 could not be located on SCA's data base. It was also found that the Office of
Project Management, which is responsible for completion of CIP work, did not have a data base to
track project progress, and that the Board had no access to information regarding the status of the
projects submitted to SCA.

New York City School Construction Authority and Board of Education Review of Time Frames
to Construct New Schools and Modernize Existing Facilities (A-15-92)* A prior report by the
Comptroller's Office, School Construction in New York City: Roadblocks and Remedies (Report No.
1-89), found that the New York City Board of Education took an average of 9.3 years to build a
school. In this audit it was found that the average time to construct new schools was 6.5 years, 2.8
years less than the prior average. Auditors also found that many projects will not be completed
within the Capital Plan estimated time frames. In addition, projects underway to modernize or
rehabilitate existing school buildings will probably take two years longer than constructing new
schools.

State Construction Agencies:

Staff Study on State Construction Agencies' Performance Indicators (95-D-28) The Office of
General Services, the Dormitory Authority and the Facilities Development Corporation construct or
maintain buildings for State agencies. The auditors conducted a study to determine whether these
three agencies would benefit from the use of performance indicators, to measure the extent to which
construction and rehabilitation projects are managed effectively. The study concluded that these
agencies would benefit significantly from the use of performance indicators, and suggested that the
three agencies work together to identify appropriate indicators, develop systems for collecting the
data needed, and periodically publish their performance results. (See also report 94-S-24, State
University Construction Fund, Performance Indicators.)
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Overcrowding in New York City Public Schools: Where Do We go from Here?, Office of the
Comptroller, City of New York (January, 1995).

The State of Municipal Services in the 1990s: Crowding, Building Conditions and Staffing in the
New York City Schools, The Citizens Budget Commission (September, 1997).

Voter's Choice: The School Facility Health and Safety Bond Act of 1997, New York City
Independent Budget Office (October, 1997).
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Earthman, Cash and Van Berkum, paper to the Annual Meeting, Council of Educational
Facilities Planners, International, Dallas, 1995.
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Practice, vol. XXII, number 1, pp 15-20.

NOTE: See also the audit reports from the Office of the State Comptroller, described in a
preceding chapter of this report.
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Appendix II: Projected Minor Maintenance Aid

This appendix provides a district-by-district projections for minor maintenance aid to be
received next year, under current statutes. This program was added in the 1997-98 budget, but aid
payments will not begin until the 1998-99 school year. Minor maintenance aid will provide $50
million in funding statewide annually in the 1998-99 though 2000-01 school years, and $80 million
in 2001-02; this projection is based on the $50 million funding level.

The legislation specifies that New York City will receive $33.3 million from 1998-99 until
2000-01, and $53 million in 2001-02. For school districts outside New York City, $16.7 million will
be provided annually from 1998-99 until 2000-01, and $26.7 million in 2001-02. The funds will be
apportioned among school districts through a formula based on the relative age of facilities and the
long-term enrollment growth trends in each school district.

The minor maintenance aid estimates provided in this appendix should be considered to be
a preliminary estimate of the funds that will be available to each school district next year under this
program. The estimates are based on the formula now in statute, although some aspects of the
calculations may be altered by data updates or rules adopted by the State Education Department. The
data employed to calculate minor maintenance aid was obtained from the State Education
Department Office of Fiscal Analysis and Services, which also reviewed the projection methodology.

The minor maintenance aid formula is based on an "age of facilities index," a "long-term
growth index.- and school district enrollment. Each school district's average school building age is
computed based on building ages and square footage (i.e., the average age is weighted by the square
footage of buildings ). This district average age is divided by a state average age (currently calculated
to be 41 years) to arrive at an age of facilities index. Although more recent data is available, the long-
term growth index is statutorily described as the ratio of 1993-94 enrollment to 1989-90 enrollment
(but not less that one). The aid amounts are calculated by multiplying each district's age of facilities
index by the long-term growth index by current enrollment. This figure is divided by the statewide
figure to determine the proportion of the available funds to go to each school district. Districts
receive a minimum of $2,000 annually (districts with missing data are shown as receiving this
amount of aid ).

The district-by-district listing which follows is in the school district/county code order
normally seen on state aid computer runs. It includes other data of interest, such as enrollment
figures and trends, and information on capital expenditures over a ten-year period and school district
"operations and maintenance" or O&M spending in 1994-95. The data on school district capital and
O&M spending was obtained from the State Education Department's Facilities Planning Unit.
Similar data from that office will be presented on school district report cards for the first time this
year; its presentation here will allow time for school administrators to react to the data shown for
their district and comment on its accuracy and appropriateness for reporting on maintenance issues.
Note that there is missing data for some school districts.
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